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KEY ECONOMIC INDICATORS 


All values in million U.S.$ Exchange rate as of 12/1/75 
U.S.$1.00 = 7 Cordobas 


B Cc D 
* 


Item 1974 1975 % Change 


INCOME AND PRODUCTION 


GDP at Current Prices (12/75 est. ) 1,107 
GDP at Constant (1960 Prices (12/75 est.) 784 
Per Capita GDP, Current Prices (12/75 est.) 577 


MONEY AND PRICES 


Money Supply (9/75) 160.6 185.9 159.6 
Public External Debt (6/75) 346.7 502.7 510.5 
External Debt Service (12/75 est.) 11.5% 12.5% 13.4% 
Interest Rates: 
Prime 10.% 12% 12% 
Industrial 12% 12% 12% 
Commercial 14% 14% 14% 
Agricultural 11% 12% 12% 


BALANCE OF PAYMENTS AND TRADE 


Net Foreign Reserves 50.4 30 
Balance of Payments (12/75 est.) -42.4 - 20.0 
Balance of Trade (12/75 est.) -180.8 -146.6 
Exports (FOB (12/75 est.) 380.9 371.4 
U.S. Share (6/75) 18.9% 24.5% 
Imports CIF (12/75 est.) 561.7 518.0 
U.S. Share (6/75) 31.8% 32.2% 


EXPORTS: MAJOR ITEMS (12/75 est.) 


Cotton 63.2 -27.8% 
Coffee 44.3 1% 

Meat 44.5 26.8% 
Sugar 13.5 265.0% 


IMPORTS: MAJOR PRODUCT GROUPS (6/75) 


Machinery, Equipment and Vehicles 83.9 11.0% 

Chemicals and Pharmaceuticals 66.5 37.9% 
Food Products 37.9 3.8% 
Crude Petroleum (12/75) 16.9 24.9% 


* Percent Change comparable periods of 1975 and 1974 





ECONOMIC TRENDS REPORT 


NICARAGUA 


SUMMARY 


Dependent upon its international trade, Nicaragua suffered effects from 
the world recession this year. Prices for most of its export commodities 
dropped and were it not for the dramatic rise in sugar prices early in 

the year, global foreign exchange earnings would have been sharply cut. 
The recession did reduce both the volume and prices of key imports and 
purchases from abroad declined nearly 8% from last year. Certainly the 
most beneficial side effect of the otherwise poor economic performance 
was a large reduction in the rate of inflation. There was a modest real 
growth, but this was less than the annual population increase. 


Prospects are bright, however, for 1976. Export prices have recovered 
and in the case of coffee are sharply higher. We expect real growth to 
be in the 6% range. 


Nicaragua presents many attractive trade and investment opportunities 
for the American businessmen. A new stage in the reconstruction of 
Managua is just beginning with U.S. Government assistance through 
AID. The United States has long been Nicaragua's principal trading 
partner and the proximity of this market together with an earned reputa-— 
tion of quality for U.S. products should maintain the close commercial 
ties between the two countries. 





CURRENT ECONOMIC SITUATION AND TRENDS 


After a Poor Year, Economic Prospects Brighten 


A combination of lower export prices, excessive inventories, credit 
restrictions, and a collapse of the reconstruction booms combined in 
early 1975, resulting in a rather sudden decrease in economic activity 
in Nicaragua. Revenues from consumer and excise taxes indicate a drop 
in sales of over 10% in value and at one time construction activity 
was down an estimated 50% from the 1974 peak. Still, the economy grew 
slightly, about 2% in real terms (indicating a real drop in per capita 
income as the population growth is 3.2% annually) and a side benefit of 
the recession has been a decrease in the inflation rate from 17% last 
year to less than 10% in 1975. 


With a decided recovery of export prices coupled with excellent pro- 
duction estimates, the beginning of a new stage in the Managua recon- 
struction program, and the initiation of a number of public and private 
development projects throughout the country, it appears that 1976 will 
be a good economic year. The real growth rate is expected to be in 

the 5 to 6% range. 


Diversification in Agricultural Exports Has Protected Foreign Exchange 
Earnings 


An increase in value of sugar exports and volume of meat exports offset 
the decline in cotton earnings, affected by decreased prices, in 1974. 
While sugar dropped back in mid-year to more traditional prices, those 
of coffee jumped 50% in recent months and cotton is again selling at 
remunerative levels. Total export values should increase substantially 
in 1976 and the effect on the economy will be felt in the first quarter 
during which the three crop harvests are at their peak. Future sales 
have protected the producers somewhat from falling prices, particularly 
in sugar. 


As a member of the Central American Common Market (CACM), Nicaragua 
trades in primarily processed agricultural products, textiles, manufac- 
tures, and chemicals with the other members. This trade has grown in 
importance over the years although traditionally with negative balances. 
Through August 1974, Nicaragua exported $61.3 million to the CACM and 
imported $87,3 million, The recession affecting the entire area has re- 
duced Nicaragua's exports in the period in 1975 to an estimated $58.9 
million with imports falling more drastically to $76.1 million, all at 
current prices,indicating a substantial decline in real terms. 


Balance of Payments and Fiscal Trends 


An increasing share of the accumulated balance of payments deficits has 

been financed by commercial bank loans and supplier credits in the past 

three years. These loans typically run from five to ten years, although 
some suppliers credits 





are as long as thirty years in terms, with varying grace periods and often floating 
interest rates based on a premium over the Eurodollar or intra—bank rates. The 
average short-term nature of these loans places a heavy debt service burden on 
the economy and will probably rise to a ratio of 20% of exports by the end of this 
decade. 


Commercial bank loans are contracted in the public sector principally by the 
autonomous state agencies -— the housing, development, and agricultural banks, 
the grain trading agency, and the public utilities, The Central Government's 
development programs are basically funded by the International Lending Agencies 
(World Bank-AID-IDB-CABE]) under much more favorable terms. There isa 
substantial pipeline of these funds awaiting disbursement and the public sector 
investment should expand rapidly in 1976. 


The Central Government's fiscal performance is about on target except for the 
external debt contraction for the autonomous agencies. 


GON Financial Statement -— 1975 
(C$ millions) 


Actuals 
1975 August Percentage 


Budget 1975 of Budget 


Ordinary Revenues 1,395 861 

Current Expenditures 1,033.3 612.3 
Surplus 361.7 248.7 
Investment 717 565.9 
Total Expenditures 1,750.3 1,178.2 
Deficit - 355.3 - 317.2 


Financing 


Internal Debt (net) 3.4 7.2 
External Debt (net) 236.2 309.9 
Other 21.8 15.5 
Cash and/or Floating Debt 93.9 -15.4 


The investment expenditure includes C$223.4 million in loans to the state 
autonomous agencies, C$44 million of which were made in 1973 and 1974 but 
entered in 1975 due to a slow process in posting these debts. Actually, in 1975 
there have been two loans totalling about US$90 million borrowed for autonomous 
agencies from foreign commercial banking or export financing sources. 





Money, Wages, and Prices 


Concern over excessive growth of bank credit and money supply in 1973/74 

has abated. Credit, which expanded 34% between August 1973 and August 

1974 increased only 10% in the following year. The money supply which had 
increased 21% in the twelve months ending August 1974 actually declined 16% 
over the next year. This was due in part to the contraction in the international 
assets held by the banking system as a result of the substantial current account 
deficit, and in part to a shift of funds by the public to time deposits and non- 
bank assets. 


Average wages in March 1975 were US$ .62 per hour, up from $ .57 in April 
1974. Office workers received an average of $1.01 on the latter date, 
manufacturing workers $ .63, agricultural labor $ .56, and miners $ .5l. 


The rapid inflation of 1973 when the consumer price index unofficially rose 
27%, and 1974 when it increased a smaller but still substantial 17%, has been 
controlled in 1975. Through August, the Central Bank estimates the price 
index rose 3.4%, 5.2% on an annual basis. The rate for the year should 
remain well below 10% even with a surge brought on by increased demand 

in the final quarter. 


Production Trends 


With the exception of cotton, production of all export agricultural commodities 
is expected to increase in volume in 1975/76 over 1974/75. Sugar production 
is estimated to increase 25% with exports rising from a bit over 105,000 MT 
to 187,000 MT. Coffee production will be up about 2% but since carryover 
stocks were sold this last crop year exports for 1975/76 are expected to 
decline to 630,000 bags of 60 kilos each from 680,000 bags. Prices for 
coffee have increased over 50%. Cotton production will drop to about 500,000 
bales of 500 pounds each from 535,000 last year and exports to drop to 
475,000 bales in 1975/76 from 605,000 in 1974/75. FOB prices for cotton 
have risen from an average of $ .33 per pound in 1974/75 to $ .45. Meat 
exports this year rose 40% over 1974 to 48.5 million pounds and should be 
about the same next year due to quota restrictions to the U.S. market. 
Prices have improved also, from a low of $ .41 in March 1975 to over $ .70 
in October. 


Industrial activity continued to increase in 1975 despite the sales recession 
with food processing, particularly sugar refining, leading the way. Manufac-— 
turing output closely related to domestic consumption, such as metal 





fabrication and pharmaceuticals, did decline. Investment and production 
in the industrial sector should climb more rapidly in 1976. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. firms have traditionally supplied at least one third of Nicaragua's import 
needs, and with their proximity to Nicaragua, their traditional trade ties, and 
their excellent reputation, U.S. producers should be able to maintain or expand 
their market share. Despite its small economy, with a GDP of only US$1.3 
billion in 1974, Nicaragua imported a total of US$560 million worth of goods 
and services. 


Improving prices and increases in output of Nicaragua's principal agricultural 
export products will tend to lead to increased imports of agricultural equipment 

and supplies. The acceleration of the modernization and mechanization of large 
commercial farms and ranches will provide a very good market for such 

products as tractors, fertilizers, irrigation equipment, breeding cattle 
and grain storage silos. 


The continued reconstruction of the capital city of Managua will continue to offer 
trade opportunities for U.S. exporters. Construction activity, after being 
rather depressed for most of 1975, promises to pick up in 1976. A substantial 
number of public construction projects are slated to get underway shortly, and 
a recovery of the private economy will boost private commercial construction. 
Although construction activity may not approach 1974 levels, 1976 promises 

still substantial sales opportunities for U.S. producers of building materials 
and hardware. U.S. construction and engineering consultants will also find 
good opportunities to participate in the many AID-sponsored reconstruction 
programs. 


Additional trade opportunities worth pointing out include the expected purchase 

of large amounts of public transportation equipment, primarily city buses, for 
newly decentralized Managua. Future industrial development will be concentrated 
in the food-processing area, and U.S. producers of food-processing machinery, 
such as canning, freezing, and packaging machinery, will enjoy excellent trade 
opportunities. In addition, continued upgrading of the health sector, and the 
telecommunications network, as well as the development of alternative electric 
power sources such as hydro and geothermal will present a market for U.S. 
exporters. A number of tourist projects are also in the works, and manufacturers 
of hotel equipment supplies as well as hotel and restaurant franchisers should be 
aware of future trade opportunities. 





The investment climate for American companies is excellent. The Government 
of Nicaragua provides a wide variety of incentives to attract foreign investment, 
and foreign investment is most welcome in the form of joint ventures or 
wholly-owned operations. Foreign investments are guaranteed equal treatment 
vis-a-vis locally-owned firms, and there are no exchange controls or limitations 
on profit remittances. All OPIC programs are available for American investors 
in Nicaragua. 


The most attractive investment opportunities for American firms seem to be 
in agriculture and food-processing. Blessed with the availability of ample 
fertile land, agricultural output can still be significantly expanded, and this 
availability of land will also stimulate the growth of the food-processing 
industry. Textiles may also offer future investment opportunities, especially 
within the free trade zone being developed at the Managua airport. 
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